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SUBJECT: ECONOMIC PROGRAM OP SORSA GOVERNMENT 

REP: HELSINKI 1000 

1. SUMMARY: THE NEW GOVERNMENT HAS ANNOUNCED EXPANSIONARY 
ECONOMIC POLICY AIMED AT STIMULATING DOMESTIC ECONOMY AND 
REDUCING UNEMPLOYMENT. KEY PEATURE IS INCREASED FOREIGN 
BORROWING TO PINANCE INDUSTRIAL EXPANSION. BOTH SUBSTANCE 

OF PROGRAM AND GOVERNMENT'S INTENTION TO DIRECT IT THROUGH NEW 
OFPICE IN PINANCE MINISTRY RAISE POSSIBILITY OF CLASH 
WITH BANK OF FINLAND WHICH HAS FOLLOWED POR TWO YEARS TIGHT 
MONETARY POLICY COUPLED WITH REDUCTION OF FOREIGN BORROWING. 
END SUMMARY. 

2. ECONOMICS PREDOMINATES IN NEW GOVT'S POLICY PROGRAM 
MADE PUBLIC MAY 14. MAIN PEATURES OP ECONOMIC POLICY ARE 
FOLLOWING: 
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(A) THERE IS NO EXPECTATION IN NEAR FUTURE OF 
SIGNIFICANT REVIVAL OF EXPORT DEMAND WHICH WOULD SUPPORT 
RECOVERY OF DOMESTIC ECONOMY AND IMPROVEMENT OF 
EMPLOYMENT. 

(B) GOVT WILL INTRODUCE DELIBERATE AND SELECTIVE 
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PROGRAM OF INCREASING FOREIGN BORROWING TO EINANCE 
EXPANSION OF PROFITABLE EXPORT INDUSTRIES, TO PROMOTE 
IMPORT SUBSTITUTION, TO INCREASE CAPITAL STOCK OP 
STATE-OWNED COMPANIES AND TO FINANCE ENLARGE ENERGY 
PROGRAM. 

(C) LARGE SHARE OF NEW FOREIGN BORROWING WILL BE 
CHANNELED THROUGH GOVT-CONTROLLED INSTITUTIONS, E.G. 
INDUSTRIAL INVESTMENT PUND, REGIONAL DEVELOPMENT 
FUND AND STATE-OWNED COMPANIES. 

(D) GOVT WILL ATTEMPT TO INCREASE ITS CONTROL OF 
CAPITAL FLOWS THROUGH NEW OFFICE IN EINANCE MINISTRY 
WHICH WILL SET AGGREGATE LEVEL OF INVESTMENT AND 
PROVIDE GENERAL GUIDELINES FOR INVESTMENT SPENDING. 

(E) PUBLIC FUNDS WILL BE INCREASED FOR HOUSING 
CONSTRUCTION TO ALLEVIATE DOWNTURN IN CONSTRUCTION 
CAUSED BY TIGHT MONETARY POLICY. (THIS IS ESPECIALLY 
IMPORTANT TO SKDL, COMMUNIST ELECTION PRONT WHICH 
CONTROLS THE CONSTRUCTION UNION.) 

(F) GOVT'S REGIONAL POLICY PROMISES TO REDUCE 
UNEMPLOYMENT IN THOSE AREAS WHICH HAVE SUPFERED MOST 
FROM LABOR MIGRATION. 

(G) GOVT INTENDS TO FOLLOW PRICE, TAX AND AGRICULTURAL 
POLICY THAT WILL ENSURE CONTINUATION OP RECENTLY 
CONCLUDED TWO-YEAR WAGE AGREEMENTS, WHICH HAVE INFLATION 
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REVIEW CLAUSES. 

(H) GOVT PROMISES IN ITS TAX POLICY TO KEEP TAXA- 
TION LEVEL CONSTANT (IN 1976 TAXES GREW PROM 37 TO 
41 PERCENT OF GDP). PROGRESSIVE INCOME TAXES WILL 
BE REDUCED IN PACE WITH INFLATION TO MAINTAIN REAL 
RATES OF TAXATION. THERE WILL BE NO TRANSITION 
FROM TURNOVER TAX TO VALUE ADDED TAX THIS YEAR OR 
THE NEXT. (EXPORT INDUSTRIES' COMPETITIVENESS WILL 
THUS CONTINUE TO BE HAMPERED BY LACK OF THE EXEMPTION 
OF CAPITAL EQUIPMENT THAT VAT WOULD PROVIDE.) 

3. ALTHOUGH THERE ARE NO SIGNS OP REVIVAL IN PINLAND'S 
IMPORTANT EXPORT MARKETS, SORSA HOPES THAT NEW GOVT 
WILL BE REMEMBERED AS GOVT OF ECONOMIC RECOVERY. GOVT 
SEES NO SHORT-CUT TO PULL EMPLOYMENT, BUT IT HAS 
ANNOUNCED THAT IT WILL RELY ON FOREIGN BORROWING TO 
REDUCE UNEMPLOYMENT AND IDLE INDUSTRIAL CAPACITY. 

IN INTERVIEW, SORSA STATED THAT GOVT WOULD NOT SEEK 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 

ONE LARGE EOREIGN LOAN, BUT WOULD USE SEVERAL SMALL 
LOANS AS NEED ARISES. 
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4. DURING PAST POUR YEARS EOREIGN BORROWING HAS 
BEEN IMPORTANT SOURCE OP PINANCING INVESTMENTS 
WHICH HAVE HELPED TO MAINTAIN HIGH LEVELS OP 
EMPLOYMENT. PROM 1973 TO 1976 FINLAND'S EOREIGN DEBT/ 

GDP RATION INCREASED FROM 1 1 TO 22.5 PERCENT. BANK OP 
PINLAND HAS FOLLOWED POR TWO YEARS POLICY OP REDUCING 
PINLAND'S EOREIGN BORROWING WHICH HAS RESULTED IN 
NOTICEABLE REDUCTION OF INVESTMENT SPENDING AND SUDDEN 
INCREASE IN UNEMPLOYMENT. GOVT'S ANNOUNCED PROGRAM 
TO RELY ON INCREASED EOREIGN BORROWING TO REDUCE 
UNEMPLOYMENT WILL COME INTO DIRECT CONPLICT WITH 

TIGHT MONETARY POLICY OP SEMI-AUTONOMOUS BANK OP PINLAND. 

5. WILLINGNESS OP PRIVATE ENTERPRISES TO INCREASE 
EOREIGN BORROWING UNDER CURRENT SITUATION HAS WEAKENED. 
FIRMS HAVE HEAVY DEBT BURDEN, EXCESS CAPACITY AND 
STAGNANT OR DECLINING SALES. MOST OP GOVT'S 

PROPOSED BORROWING WOULD INCREASE SIZE OP STATE-CONTROLLED 
COMPANIES AND PINANCIAL INSTITUTIONS. 
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AT SAME TIME, GOVT PROPOSALS WOULD WEAKEN BANK OF FINLAND'S 
ROLE IN CONTROLLING FOREIGN BORROWING BY INTRODUCING 
INVESTMENT POLICY OFFICE IN FINANCE MINISTRY AND APPARENTLY BY 
BORROWING DIRECTLY FROM FOREIGN CAPITAL MARKETS WITHOUT 
BANK OF FINLAND APPROVAL. 

6. TIMO LAATUNEN, DIRECTOR OF CENTRAL ASSOCIATION 
OF FINNISH INDUSTRIES, STATED IN WAKE OF NEW GOVT'S 
PROGRAM THAT INCREASED BORRWOING IS NOT THE ANSWER TO 
TODAY'S PROBLEMS. BANK DIRECTOR OF FINLAND'S LARGEST 
COMMERCIAL BANK (KOP), MATTI HURME, CRITIZED GOVT 
PROGRAM AND SAID THAT FOREIGN BORROWING WILL 
NOT IMPROVE THE COMPETITIVENESS OF FINLAND'S 
EXPORTS. IN DEFENSE OF PROGRAM, PEKKA KORPINEN, 

DIRECTOR OF WORKER'S ECONOMIC RESEARCH INSTITUTE, 

CLAIMED THAT SINCE BEGINNING OF YEAR FINLAND HAS BEEN 
CAPITAL-EXPORTER AND THAT IT NOW TIME TO CHANGE DIRECTION. 
HOUSTON 
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